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LI INVESTMENT SUMMAR'

DEAL NAME: Margaux Date Completed: June 28, 2000
Originated: Enron Europe Investment Analyst: Chris Lochr
Expectad Closing Date; June 30, 2000 Invesment Type: Equiry

Expected Funding Date: July 6, 2000

APPROVAL AMOUNT REQUESTED

Capital Commimnent $10.0 MM

DEAL DESCRIPTION

Purchase J3% of the ¢quity mrust cemtifizates in the Margaux stuerure for 310 million. Margawx is a monetization of

Enron’s equity ownership in three European power plant investments: Sarlux, Trakya, and Nowa Sarzvna A brief

description of each of the pawer plants follows:
Sarlux ig2 551 MW mregrated combined cycie power plant in Sardinia, [aly. Sarhox will convert heavy oil
residual provided by the Saras refinery into synthetic gas, which will be fed into gas nurbines to produce clectrical
pawer. The power will be sold under a 20 year PPA to ENEL SpA, the [tlian state-owned electricity generatar
and dismibutor. Sarlux is rurtently under censmuction and commercial operations are expecied to commence in
Ocrober 2000
Trakya is 1478 MW CCGT plant located by the Sea of Marmara, Turkey. Commercial operation commenced m
June 1999, There are Jong term fuel supply and ofRake contracts with state-owned entities. All payment and
performance obligations are backitopped by Republic of Turkey guaranty.
Nowa Sarzyna is located in southeasiern Poland and is a gas-fired heat and power station with a generating
capacity of 116 MW and thermal generating capacity of 70 MW. The faciliry is located within the chemical
complex of Organika (stare owned chemical producer). There are long term fuel supply and offtake conwracts with
stals-owned entitics. Nowa Sarzyna i currently under construction and completion is expected in early hune 2000

Margaux will 185ue $95 million of equity trust notes, $30 million of Class A equity certificares and $15 millien of Clast B
equity certificazes. The trust notes have been rated BB by Duff & Phelps. LIM and Hancock will purchase 33% and
§7%, respectively, of the Clage A cemificarss, LIM has agreed to ler Hantock have voting control over all issuer excep:
those affecting expected return or the required invesunent amount Enron will purchase 100% of the Class B certificates.

The Margaux trust will enter into a swap with Enron Cerp. ou the cashflows from the underlying projects. ENA will take
the floaring cashflows from the underlying projects, and the Marpaux, wust will receive fixed psyments, subject o cemain
adjustments, which will be used for debtand equiry service. The risk of this dea! is that the adjummpents to the fixed swep
payments made by Enron (due to factors described below) resule in cashflows insufficient to provide a return of capital
and a recurn on capital 10 LIM. The first fixed swap payment due December 15, 2000 is not subject to adjusmment.

The swap with ENE involves the discrete gancfer of eertain risks to Margaux. The amount reccived by Margsux under
the swap wil| be adjusted far the followina:

Sarlux: Cerwin varianess in forced outage rate, methane price, CIP-6

Trakya: Cerain variagees in forced ounge rate, el usaee, Turkey credit even:

Nowa Sarzyna:  Cemauwn variances in forced outage rate, fue| usage
(Sec ricks and mitigants secnion for further details oq risks trantferred 1o Margaux.) Al ather praject risks will be bome
by Enron Corp. The swap has a 12 year term, while the Margaux structure has a 10 year term. A cash account in the
Structure grows by the excecs, if any, cach peniad of the fixed swap payments (afier adjnsunents, if any) over the debt and
Squity service. Attermination of the sTructure, the swap's termination value {the present value of the remaining two ycars
of payments) is paid to Margaux and used along with w1y amounts in the cash account for debt and tquiry redemption.

TRANSACTION SUMMARY
On Junc 3¢, 2000, LIM will purchase 33% of the equiry trust certificates in the Margaux structure for $10 million.

CASHFLOW SUMMARY
Cashflow available for distribution from the must will be distriputed according to the following waterfall:

1. Operating expenzes of the trust
2. Trustnots wmrerest
3. A Certificate yield of 12% (subject to coverage ratios)
4. Debtservice reserve {until fully funded 10 $30 mithion)
5. Aand B Certificate yitld accrevion (4% ardinary yield for A, 16% yield for B: subjcet 1o coverage ratio)
6. Trust note redemprion
7. A and B certi e i i
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The A certificaies 1o be purchased bv .M will be entitied to 2 cash certificate vield 07 " %% and 2 cash ordinary vield of
4% (otal 16% yield) subject o the ! ietions in the watzrfall {see “Subardinavian ot uity” in risks and mitigants for
details of covenants). At the end of the structure (2010), the A cemificates will receive a rerumn of capiral pari passu with
the B certificate redemption, but only after repayment of the Trust Nete certificates

RETURN SUMMLARY
LIM’s investment under the base cate assumptions and if held to marunty would yield 16%. The returns are jmpacted by
swap peyment adjusznents (see risks end mitigants section as well as sensitivity section for mere detail).

EXIT STRATEGY
It is expected that this invesanent will be pooled with other current cashflow investments and sscuritized during the next
twelve months.

RISKS AND MITIGANTS

| Structural risks of Margowux 1
Risk | Description/Mitigant
Subordination of equiry From an cquity standpoinyg, the st notes receive preference 1 distribution o the

A and B cenifjcates. The waterfall Limirs currear cashflow distribution ta the A
certificate holders (cerdficate yield is subject 1o [.75x LTM and 1.75x NTM
coverage ratio for trust notc interest; ordmary yicld is subject to the debt service
rescrve being fully funded and a 1.75x life of the orust notes coverage ratio being
met). In addinon, retum of principal at th2 end of the spucture is made pani passu
with the B certificate rederprion, The sxtreme subordination of the A
certificates is mitigated by analysis of the sensitivity cases, most of which result
in & 16% return and renan of capital,

Buliet repayment Principal repayment, If any, on the equity cemificaras occurs al the end of e
Margaux sructure in December 2010,
Catastrophic cvents Forced outage adjustacnts resulting from any of the plants being substantally or

cntirely damaged, destroyed or rendered unfit for pormal use can be made for
cnly three yoars. After that poine, the swap payment adjusts to the original
zmount, itcentivizing Enron 1o rebuild or repair the plant.

Risks transferred under swap — Sarfux

Risk Pescription/Mitigant

Comptetion rnisk Sariux 1s currently under constructuon with commercial operations expected to
commence in Qcrober 2000. Marpaux does not take completion risk on Sarlux,

Operanng risk (Ferced autage) Sarlux wiil convert heavy ail residual provided by the Saras refinery inw

synthetic gas, which will be fad into gas turbines to produce electrical power.
Evea though the cteation of the syntheuc gas is proven proprietary Texaco
technology, it is, by design, 2 more complicated plant than the other Margaux
assets. The EPC contractor is 2 copsortium comprised of Snamprogeni,
Turbotecnica and General Eleemc. GE was chosen on the basis of it
considerable syngas experience which is grester than any other manufacrurer.
The operatng risk is further mitigated by seming the forced outage rawe higher
than the other Margaux assets. To Aurther limit risks related to the synthetic gas,
Margaux does not take fuei usage risk.

Indexanon nsk The rariff Sarlux receives ineludes an avoided cost component based on the price
of methane in ltaly. The [wmlian gas market is not deregulated, ta the price of

1 mcthanc is set by the government and is based on a formula invelving the price of
oil, Ieshan CPI, and other factors. A baseline forecast of the avoided cost
componect of Sarlux's revenues was made by an independent consuiting firm
wsing forecasus of the price of oil, [talian CPI, etc. Every 1% deviation from this
forecast lowers the swap payment by $35]k/year, The independent third party

| forecasts have been analyzed and apposr reasonabie for price of oil, ulian CP,
ttc. In the event that the gas market is deregulated, the baseline forecast will be
reset based on the new mearker prices for gas.
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CIP-6 risk CIP-6 15 wne @riff paid 1o centain elestriity gu., . 3ting plants that are using
aiiernative fusl sources. The CIP-6 rariff contains an incentive portion, paid by
the lialian government to subsidize these projects, The incentive portion of the
CIP-61anff 15 30.03 of the $0.08 tariff that Sarlux receives from ENEL. Any
change in law that would affecr the incentive portion of the CIP-6 tariff is borme
bv Margaux The torai repeal of the incentive portion of the wriff would reduce
the swap paymen: by $35.1 million per year. The risk of repeal of the incentive s
mitigated oV the results of 2 recant challenge in 1999 by & cohsumer advocate
group. The challenge was taken 10 the fralian Council State, which paseed
Judgment thar the mncentive portion of CIP-6 cannot be changed. In addition, as
lonz as the mcentive is not repealed before 2005, there is sufficisnt cash flow
under the base case assumphions to provide the expected rewm and return of
capwal te the A certificate holders,

Risks transferred under swap - Trakva

Risk | Descripuon/Mitigant

Operaning nisk (Forced outage and Fuel | Operaning nsk for the Trakya plant is minumal due 1o the standard design of the
Usage) plant and the opzrating histary to date,

Credit nsk The Republic of Turkey 15 currently rated B+ by S&P, Bl by Moedy's, and EB-

by Duff & Phelps. All thres rating agencies belicve the outlook for Turkey is
positive, The swap pavmeant will be reduced 320 million per year under the
following Credit Event scenarios: (1} In the event that Turkey defaults on foreign
currency denominated debe of 2 principal amount equal to or greater than $40
million; or (2) In the event that Turkey is downgraded by both Moody’s and 5&P
below Caal and CCC+, raspectively, AND Trakya it not receiving at Jeast 55%
of amounts which were due and payable under the current PPA. Once the Credit
Event has been remedicd, the swap payment is adjusted upward by 320 million
per year to the originel amount  The eredit risk of Tuskey is mitigazed by the
country's need for forcign invesrmen! to meet their IMF goals 2nd ta agsure their
pending membership in the EU. Also, assuming thar Turkey needs the power
from Trakva connecting the country downgrade rick and the plant payment risk
allows swap payments to continue unadiusted if the country is downgraded but
the unlity, TEU, ig still buying the power.  In addition, the swap payment is niot
adjusted if TEU renegotiates the PPA to reduce the tuiff, sinte the 95% receipts
reguirement 8 ted 1o the PPA, as amended or modified.
Risks rransjerred under swap — Nowa Sarzyna
Risk Descniption/Mingant
Campletion risk Nowa Sarzyna 15 currently undsr consSTuCHAn angd is expected (o commence
commercial operations in early June 2000. Margaux does not take completion
risk on this asset.
Operaung risk (Forczd outage and Fuel | Durmg testing, the sieam wrbine rotor was damaged but nonetheiess tested withm
Usage) expected parameters, Replacement of the steam mirbine rotor is planned tn April
2001, To the exvent that a forced outage it caused by the damaged turbine rotor
within the first twe years of operation (before replaczment), the swap payment
will not be affectzd. ARer repiacement, the turbine will be covered by the
sundard pwo vear warranry from the manufactucer. Therefors, the forced outaze !
risk 15 mitgated untj] 2003,
Note: The maximum swap adjustment reiaced (p Nowa Sazyna cannot exceed
33.168 million per year, or 8.7% of the fixed swap payment. Therefore, the
operating performance of Nowa Sarzyna will have a minimal impact on
L certificate requrms.
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SENSITIVITY
Atthe end of tha Margaux structure under the base case assumnpriens, the buildup of cash and the termination vaiue of the
swap provids rewrn of capital. DL ran 18 sensitvicy cases assuming different combinations of opzrating risks,
indexation risks, credit risks, ete. (all the risks outlined above) a1 single plants and occurring jointly at multple plants.
Other than those ¢ases involving the repeal of CIP-6 or Turkey credit events. the swap adjustments do not result in
significant impawments 1o equity returns  These two risks impact equiry returmns the maost and ere degeribed in more dezail
below

Trakya Turkey Cradit Rusk

The swap pavment adjusgnent is 320 million per year until the credit event is remedicd. The sensinvity cates show thar
as long 18 Lhe crzdit event is temporary (in the DLJ example, laszing from vears 3-5) the cenificate returns are not
affzzizd. However, if the credit event occurs early in the life of the swucnire and is not remedied, the equiry is impaired
fcerntficates recerve reTurn oq, but not return of capital). This latter case {a “permanent™ credit evens) seems unlikely
given Turkeyv's need for foreign investment, the country's degire to join the EU and the need for the power from the plant.

Sarhe CiP-6 Rusk

The swap pavinent adjusonent is 335.1 million per year if the incentive component of CIP-6 is repealed entirely. The
SCRSIIVINY ¢1ses show that the incenlive component would have ta remain in place until at least 2005 if the expected
carrificate remns are to be achieved. Given the results of the recent challenge 1 the incentive, it 2eems [ikely that if the
meegtive were challenged again m the near funirs, and the consumer advocate proup prevailed, the government might
decide 1o phase out the subsidy over some periad. 1f for example, the subsidy was cur io half for two years fanting in
2003, then repealed entirely in 2005, the expected ream would be achieved and the capital would be rerumned in 2010,
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